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MARC SPITZER 

CHAl RMAN 

COMMISSIONER 

COMMISSIONER 

IN THE MATTER OF THE APPLICATION 
OF U S WEST COMMUNICATIONS, INC., 
A COLORADO CORPORATION, FOR A 
HEARING TO DETERMINE THE 
EARNINGS OF THE COMPANY, THE 
FAIR VALUE OF THE COMPANY FOR 
RATEMAKING PURPOSES, TO FIX A 
JUST AND REASONABLE RATE OF 
RETURN THEREON AND TO APPROVE 
RATE SCHEDULES DESIGNED TO 
DEVELOP SUCH RETURN. 

Docket No. T-01051 B-99-0 I 35 

Ar  I zon a Cor po r all on Cc m m i ss io r 

RUCO’S EXCEPTIONS 

The Residential Utility Consumer Office (“RUCO”) believes that that structure of the 

Price Cap Plan, as modified by the Administrative Law Judge’s Recommended Opinion and 

Order (“RO&O”), is a reasonable attempt to limit the unforeseen consequences of regulating 

Qwest under performance-based regulation. Nevertheless, RUCO continues to object to the 

level at which revenues are set under that Price Cap Plan. 

STARTING POINT OF PRICE CAP PLAN IS INFLATED 

The RO&O approves a revenue increase of nearly $43 million as a starting point for the 

To determine whether a $43 million rate increase is necessary, the Price Cap Plan. 

Commission must examine Qwest’s costs of service. However, the Commission has not fully 
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examined the Company’s cost of service. The Commission’s analysis of the Company’s cost 

of service is obscured by two issues. 

First, the record provides no clear connection between Qwest’s cost of service and the 

$43 million rate increase. Prior to reaching settlement, Staff made a number of accounting 

adjustments to Qwest’s application, and concluded that a rate increase of approximately $7 

million would be appropriate. Staff explained at the hearing on the settlement that it arrived at 

a $43 million rate increase by adjusting its $7 million proposal upward, to reflect only one-half 

of several of Staffs adjustments. Staffs discounting of several of its adjustments apparently 

reflected its assessment of the risk that Qwest might successfully win the entire $201 million 

rate increase it sought. However, Qwest and Staff also testified that the $43 million rate 

increase was a negotiated number, not attributable to any particular resolution of individual 

issues. Without a clear understanding of the costs Qwest incurs to provide service, the 

Commission can make no determination that the $43 million rate increase is just and 

reasonable. 

Second, the Commission’s depreciation decision further muddies the determination of 

whether the rates under the Price Cap Plan are just and reasonable. The Commission 

recently established new deprecation rates for Qwest, reflecting its expectation that Qwest’s 

copper cable plant will soon become obsolete. The new depreciation rates increased the 

Company’s depreciation expense in its rate application by approximately $1 00 million per year. 

Exh. Qwest-20, pg. 2 [wu]. In its initial testimony in this proceeding, Staff proposed a 

“modernization credit” to provide refund to customers if Qwest failed to retire plant at the pace 

implicit in the new depreciation rates.’ Exh. S-10 at pgs. 8-9. 

Qwest‘s plans for plant retirements are only a fraction of the retirements assumed by the newly-approved 
depreciation rates (Exh. S-10 at pg. 7, lines 11-18 [Dunkel]). In recent years, Qwest has been retiring 2-4 percent 
of its Arizona investment per year. The new depreciation lives approved by the Commission assume that Qwest 
will be retiring over 13 percent of its investment per year. (Exhibit S-10 at pg. 5, lines 3-5 [Dunkel]). 

I 
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The RO&O abdicates the Commission’s duty to ensure that Qwest‘s rates under the 

’rice Cap Plan will be just and reasonable. By adopting the Price Cap Plan for its 3 year initial 

Deriod, with possible renewals, the Commission agrees not to re-examine the reasonableness 

Df Qwest’s rates while the Plan is in effect. At the same time, the Price Cap Plan explicitly 

sliminates Staffs proposed “modernization credit.” Price Cap Plan, section 4, page 6. 

Instead, the Price Cap Plan provides that the Commission will merely monitor Qwest‘s capital 

nvestment during the initial three-year term of the Plan. The Price Cap Plan contains no 

Drotection against Qwest collecting an additional $100 million per year based upon rapid 

jeprecation rates, while at the same time continuing to make retirements at its previous pace. 

4bsent the protection of the modernization credit or a similar mechanism, the Commission can 

lave no assurance that the rates established going into the Price Cap Plan will continue to be 

,ust and reasonable throughout the duration of the plan. 

CONCLUSION 

The Commission should reject the Settlement Agreement at this time until it is able to 

determine that a $43 million rate increase will result in just and reasonable rates. The 

Commission could expedite resolution of Qwest’s rate application by examining the Company’s 

complete cost of service picture, including its depreciation practices. RUCO would not object 

to using the currently filed 1999 test year data for that inquiry. That investigation should yield 

sufficient information for the Commission to determine the appropriate revenue requirement at 

A/ which to begin a flexible pricing plan. 

RESPECTFULLY SUBMITTED th 

Scott S. Wakefield 
Chief Counsel, RUCO 
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Df the foregoing filed this 12th day of 
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3ocket Control 
4rizona Corporation Commission 
1200 West Washington 
'hoenix, Arizona 85007 

ZOPIES of the foregoing hand delivered/ 
nailed this 12th day of February, 2001 to: 

Jane Rodda, Administrative Law Judge 
iearing Division 
4rizona Corporation Commission 
1200 West Washington 
phoenix. Arizona 85007 

Maureen Scott 
,egal Division 
4rizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Deborah Scott, Director 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Timothy Berg 
Theresa Dwyer 
Fennemore Craig, P.C. 
3003 North Central Avenue, Suite 2600 
Phoenix, Arizona 85012 
Attorneys for Qwest Communications, Inc. 

Thomas Dethlefs 
Qwest Corporation, Inc. 
1801 California Street, Suite 5100 
Denver, Colorado 80202 

Darren S. Weingard 
Natalie D. Wales 
Sprint Communications Company L.P. 
1850 Gateway Drive, 7'h Floor 
San Mateo, California 94404-2467 
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Steven J. Duffy 
Ridge & Isaacson, P.C. 
31 01 North Central Avenue, Suite 432 
Phoenix, Arizona 8501 2 

Raymond S.  Heyman 
Randall H. Warner 
Roshka Heyman & DeWulf, P.L.C. 
Two Arizona Center 
400 North Fifth Street, Suite 1000 
Phoenix, Arizona 85004 
Attorneys for Arizona Payphone Association 

Peter Q. Nyce, Jr. 
General Attorney, Regulatory Law Office 
U.S. Army Legal Services Agency 
Department of the Army 
901 North Stuart Street, Suite 700 
Arlington, Virginia 22203-1 837 

Richard Lee 
Snavely, King & Majoros, O'Connor & Lee 
1220 L Street, N.W., Suite 410 
Washington, D.C. 20005 

Thomas F. Dixon 
MCI Worldcom 
707 17th Street, Suite 3900 
Denver, Colorado 80202 

Thomas H. Campbell 
Lewis & Roca 
40 North Central Avenue 
Phoenix, Arizona 85004 
Attorneys for MCI Telecommunications and 
MClmetro Access Transmission Services 

Richard S. Wolters 
AT&T Communications 
1875 Lawrence Street, Suite 1575 
Denver, Colorado 80202 

Mark J. Trierweiler 
Vice President - Government Affairs 
AT&T Com mu n ications 
11 1 West Monroe, Suite 1201 
Phoenix, AZ 85003 
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Diane Bacon 
Legislative Director 
Communications Workers of America 
Arizona State Council 
5815 North 7th Street, Suite 206 
Phoenix, Arizona 85014-581 1 

Michael W. Patten 
Brown & Bain, P.A. 
P.O. Box400 
Phoenix, Arizona 85001 -0400 
Attorneys for Cox Arizona Telecom, Inc. and 

e-spire Communications 

Michael Grant 
Gallagher & Kennedy 
2600 North Central Avenue 
Phoenix, Arizona 85004 
Attorneys for Citizens Utilities Company 

Jeffrey W. Crockett 
Snell & Wilmer 
One Arizona Center 
Phoenix, Arizona 85004-0001 

J.E. & B.V. McGillivray 
300 South McCormick 
Prescott, Arizona 86303 

Jon Poston 
Arizonans for Competition in Telephone Service 
6733 East Dale Lane 
Cave Creek, Arizona 85331 

Albert Sterman, Vice President 
Arizona Consumers Council 
2849 E. 8th Street 
Tucson, Arizona 85716 

Douglas Hsiao 
Rhythms Links, Inc. 
6933 Revere Parkway 
Englewood, Colorado 801 12 

Jim Scheltema 
Blumenfeld & Cohen 
1625 Massachusetts Avenue, N.W., Suite 300 
Washington, D.C. 20036 
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%uck Turner, Mayor 
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loan S. Burke 
3sborn Maledon, P.A. 
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